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In July, the Panamanian government announced tariff cuts that initially slash the maximum duty
from 40% to 10% on more than 100 goods. The move brought complaints from sectors that might be
adversely affected, despite government arguments that a drop in the retail prices on many products
would offset the tariff reductions. The reductions went into effect on Aug. 1, cutting duties on wheat
and cooking oil to 10%. That, in turn, allowed Planning Minister Guillermo Chapman to announce
that retail prices for bread would soon be lowered.
The July reductions were followed by a second round of cuts in August affecting more than 300
goods. These include cigars, cigarettes, soap, medicinal alcohol, shoes, machinery, and some
industrial inputs. Tariffs were removed altogether on a few items such as codfish, carrots, and
chewing gum. In addition, duties on imported construction materials will drop to 10% in September.
President Ernesto Perez Balladares said that the next step is to create a maximum tariff of 10% on
all imports. Though the president did not say when that would happen, Chapman said he favored
doing it quickly to avoid giving producers time to organize against the program.
In addition to the unilateral reductions, the administration is stepping up bilateral trade talks with
Canada, Chile, Mexico, and other Central American countries to establish agreements for duty-free
trade. As the 10% maximum is broadened to cover most imported products, several agricultural
products in the basic consumer basket such as rice, sugar, corn, beans, meat, dairy products, coffee,
onions, and tomatoes will receive "special treatment." All other agricultural products, however, will
no longer enjoy tariff protection.
Furthermore, the government's timetable for phasing in the across-the-board 10% maximum
is unlikely to be gradual enough to permit agriculture to prepare for the onslaught of duty-free
imports. Industries call for gradual approach The industrial association Sindicato de Industriales
(SIP) called the cuts "irresponsible" and complained that it was not consulted beforehand. Some SIP
members decided to meet in "permanent session" until the government returns the tariffs to their
previous levels.
Another SIP faction, however, hopes to negotiate with the administration for compensatory
reductions in energy and other public-service rates in exchange for accepting the government's new
tariff scheme. SIP is concerned that Panamanian industries are not ready to compete on a global
scale and that the resulting business failures will create massive unemployment. A SIP survey of its
members showed that 12,300 employees in 424 businesses would be seriously affected by the tariff
reductions; the majority would eventually be laid off.
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A representative of the Asociacion de Exportadores warned that the tariff plan would cause the
loss of 45,000 jobs in that sector plus countless more in agriculture. There is also concern that the
shortfall in government revenue from lower customs collections will drive up the fiscal deficit,
forcing the government to impose higher consumption or other taxes.
As in past rounds of tariff reductions, there were calls for a more gradual phase-in of free trade, such
as happened on the eve of Panama's entry into the Word Trade Organization (WTO) when dairy
farmers asked the president for a 100% tariff on dairy products for another 10 years (see NotiCen
05/30/97). Indeed, SIP members have been calling for gradualism since 1970, said Planning Vice
Minister Carlos Vallarino. Administration rejects protectionism However, the administration has
shown no interest in sectoral negotiations on its tariff plans. Labor Minister Mitchel Doens said that
the government would not back down just because "a few people see themselves affected."
The president told SIP that the government does not have the resources to continue protecting
industry at the expense of the rest of the country. "For the good of the country, you should
confront international competition without dependence on the state," said Perez Balladares. As for
unemployment, Chapman accepted that some jobs would be lost, but he estimated the number at
1% or 2% of the labor force. These losses would be greatly offset by jobs created elsewhere in the
economy by the growth that lower tariffs will stimulate, he said.
According to the government's scenario, lower costs for imported raw materials, machinery, and
other inputs will reduce production costs. In the case of construction, for example, the result will
be a reduction in the price of housing. That, in turn, will make housing affordable for lower-income
families, thus generating jobs, income, and government revenue to replace that lost through lower
tariffs.

Economists challenge government scenario
Nevertheless, prominent economists such as Rogelio Alvarado of the Banco del Istmo challenged the
government's optimistic predictions. "Because inflation has risen every year since Perez Balladares
began reducing tariffs, the government has to understand that the inflation problem is not traceable
to tariffs," said Alvarado.
Furthermore, the major economic problem is not inflation but unemployment, said Alvarado, which
surely will rise as tariffs fall. Under increased competition, industries will cut costs to become more
productive. "Even if there is a rise in production, where will it be sold?" asked Alvarado. "We still do
not have an effective export policy." Alvarado and other economists do not think that lower tariffs
will cause massive failures in industry. Still, they foresee a trend toward low value-added processing
and re- export projects, such as those in the Colon Free Zone. (Sources: Reuter, 07/01/97; Inter Press
Service, 08/06/97; El Panama America, 08/05/97, 08/06/97, 08/19/97, 08/21/97, 08/22/97)
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